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Independent Auditors’ Report

The Board of Trustees
Marquette University:

We have audited the accompanying statements of financial position of Marquette University
(the University) as of June 30, 2010 and 2009, and the related statements of activities and cash flows for
the years then ended. These financial statements are the responsibility of the University’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal controls over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the University’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Marquette University as of June 30, 2010 and 2009, and the changes in its net assets
and its cash flows for the years then ended in conformity with U.S. generally accepted accounting
principles.

As discussed in note 5 to the financial statements, the University adopted the provisions of Financial
Accounting Standards Board (FASB) Staff Position No. 117-1, Endowments of Not-for-Profit
Organizations: Net Asset Classification of Funds Subject to an Enacted Version of the Uniform Prudent
Management of Institutional Funds Act and Enhanced Disclosures for All Endowment Funds, included in
FASB Accounting Standards Codification Topic 958, Not-for-Profit Entities, as of July 1, 2009.

Milwaukee, Wisconsin
September 9, 2010









MARQUETTE UNIVERSITY

Operating revenues:
Student tuition and fees — gross
Less tuition discounts

Net tuition and fees

Government and private grants
Contributions

Auxiliary enterprises

Sales by educational departments
Investment income (loss)

Endowment income used in operations
Other income

Total operating revenues
Net assets released from restrictions

Total operating revenues and net
assets released from restrictions

Operating expenses:
Instruction
Academic support
Research and grants
Libraries
Student services
Auxiliary enterprises
Institutional support
Public services

Total operating expenses
Operating income (loss)

Nonoperating income (expenses):
Endowment loss in excess of
amounts designated for current operations, net
Other

Total nonoperating income (expenses), net
Change in net assets

Net assets, beginning of year

Net assets, end of year

See accompanying notes to financial statements.

Statement of Activities
Year ended June 30, 2009
(Dollars in thousands)

Temporarily Permanently
Unrestricted restricted restricted Total

277,511 — — 277,511
(76,316) — — (76,316)
201,195 — — 201,195
23,006 — — 23,006
4,654 19,612 9,356 33,622
41,053 — — 41,053
8,281 — — 8,281
1,495 70 (216) 1,349
4,003 9,189 240 13,432
13,685 — — 13,685
297,372 28,871 9,380 335,623
31,410 (31,410) — _
328,782 (2,539) 9,380 335,623
97,550 — — 97,550
39,571 — — 39,571
19,433 — — 19,433
17,378 — — 17,378
45,534 — — 45,534
38,234 — — 38,234
68,550 — — 68,550
1,309 — — 1,309
327,559 — — 327,559
1,223 (2,539) 9,380 8,064
(87,119) (2,400) (775) (90,294)
(915) (153) 2,126 1,058
(88,034) (2,553) 1,351 (89,236)
(86,811) (5,092) 10,731 (81,172)
261,605 221,112 245,678 728,395
174,794 216,020 256,409 647,223




MARQUETTE UNIVERSITY
Statements of Cash Flows
Years ended June 30, 2010 and 2009

(Dollars in thousands)

2010 2009

Cash flows from operating activities:
Change in net assets $ 64,571 (81,172)
Adjustments to reconcile change in net assets to net cash provided by
operating activities:

Depreciation 26,295 30,045
Discount amortization 295 373
Net realized and unrealized (appreciation) depreciation on investments (36,739) 82,301
Bad debt expense 550 169
Contributions for major capital projects including gifts in kind (29,494) (9,078)
Contributions restricted for long-term endowments (14,958) (9,356)
Permanently restricted endowment income used in operations (161) (240)
(Gain) loss on sale of property, buildings, and equipment 4 7)
Change in assets and liabilities:

Decrease (increase) in accounts receivable (775) 2,699
Decrease in contributions receivable 5,083 1,965
Decrease (increase) in funds held in trust by others (109) 81
Increase in other assets, net (934) (12)
Increase (decrease) in accounts payable (2,877) 1,173
Increase (decrease) in accrued liabilities (810) 462
(Decrease) increase in student credits and other advance payments 415 (63)
(Decrease) increase in deferred income and deposits 792 (868)
Decrease in payables to beneficiaries under split-interest agreements (251) (770)
Increase in postretirement benefits payable 631 130
Net cash provided by operating activities 11,528 17,822

Cash flows from investing activities:
Purchases of property, buildings, and equipment (96,704) (64,419)
Proceeds from sale of property, buildings, and equipment 117 17
Student loan repayments 6,271 6,348
Student loans issued (5,919) (6,012)
Purchase of investments from bond proceeds — (83,660)
Proceeds from sale of investments from bond proceeds 65,062 48,557
Decrease in payables under securities lending agreement (8,325) (4,679)
Decrease in cash collateral held under securities lending agreement 6,162 8,004
Purchase of investments (341,325) (531,213)
Proceeds from the sale of investments 329,689 527,754
Net cash used in investing activities (44,972) (99,303)

Cash flows from financing activities:
Contributions received for major capital projects 14,310 14,078
Contributions restricted for long-term endowments 11,964 12,014
Permanently restricted endowment income used in operations 161 240
Net federal loan activity 396 (137)
Proceeds from issuance of long-term debt 84,595 83,660
Repayment of notes and bonds payable (91,207) (19,622)
Net cash provided by financing activities 20,219 90,233
Net (decrease) increase in cash and cash equivalents (13,225) 8,752
Cash and cash equivalents, beginning of year 41,000 32,248
Cash and cash equivalents, end of year $ 27,775 41,000

See accompanying notes to financial statements.
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MARQUETTE UNIVERSITY
Notes to Financial Statements
June 30, 2010 and 2009
(Dollars in thousands)

Cash and Cash Equivalents

Cash on deposit for operations and all highly liquid financial instruments with original maturities of
three months or less are classified as cash equivalents, except those amounts assigned to investment
managers, which are classified as investments. The fair value of cash equivalents is estimated to be
the same as book value due to the short maturity of these instruments.

Unexpended Bond Proceeds

Unexpended bond proceeds represent the amount of unspent revenue bond proceeds that remain
available for their specified purpose and are reported at fair value based upon market quotes. These
amounts are maintained in a trust and invested by the trustee primarily in short-term
U.S. government securities. Under the terms of the trust, proceeds are not released to the University
until expenditures related to the specific purpose of the bond indenture are incurred.

Prepaid Expenses and Deferred Charges

Prepaid expenses and deferred charges consist of deferred financing costs and prepaid insurance,
maintenance and other costs associated with future periods. Deferred financing costs are being
amortized using the straight-line method, which approximates the interest method, over the lives of
the respective debt issues.

Investments

Investments are reported at fair value based on market quotes with unrealized gains and losses
thereon included in the statements of activities. When a ready market for the investments does not
exist, management’s valuations for certain alternative investments and commingled funds (primarily
investments in limited partnerships, hedge funds, and real estate) are recorded using net asset value
as a practical expedient in estimating fair value, based on information provided by fund managers or
general partners. The estimated values are reviewed and evaluated by the University.

Student Loans Receivable

Student loans receivable consist of both federal and institutional loans. At June 30, 2010 and 2009,
the U.S. government had provided 12% of the funds for the federal student loan programs and the
University provided the remaining 88%. The initial receipt of U.S. government funds is recorded as a
liability on the statements of financial position. A portion of the student loan may be canceled if the
student meets certain criteria. The University will either be reimbursed by the U.S. government for
its portion of the canceled loan or will reduce the refundable federal loan liability.

The University records an allowance for uncollectible accounts for its portion of the student loans
when, in management’s judgment, it is probable a portion of the loan will not be collected. Principal
and interest payments received under the federal student loan programs are either disbursed as new
student loans or returned to the U.S. government as required.
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MARQUETTE UNIVERSITY
Notes to Financial Statements
June 30, 2010 and 2009
(Dollars in thousands)

(m) Operating Results

(n)

(0)

Operating results (change in unrestricted net assets from operating activity) in the statements of
activities reflect all transactions that change unrestricted net assets, except for activity associated
with endowment investments and certain other nonrecurring items. In accordance with the
University’s endowment distribution policy as described in note 5, only the portion of total
investment return distributed under this policy to meet operating needs is included in operating
revenue. Operating investment income consists of dividends, interest, and realized gains and losses
on unrestricted nonendowed investments.

The University’s primary programs are instruction, research, and public service. Academic support,
student services, and auxiliary enterprises are considered integral to the delivery of these programs.
Fundraising costs are not material to the University’s total program costs. Costs related to the
operation and maintenance of physical plant, including depreciation of plant assets, are allocated to
operating programs and supporting activities based upon periodic facility usage surveys. Interest
expense on external debt is allocated to the activities that have most directly benefited from the debt
proceeds.

Income Taxes

The University is generally exempt from Federal income tax pursuant to Section 501(c)(3) of the
Internal Revenue Code (the Code) and is a tax-exempt organization described in Sections 501(c)(3),
509(a)(1), and 170(b)(1)(A)(ii) of the Code.

The FASB issued guidance prescribing a comprehensive model for how an organization should
recognize, measure, present, and disclose in its financial statements uncertain tax positions. The
University adopted this guidance, which is included in ASC Topic 740, Income Taxes. This guidance
addresses the determination of how tax benefits claimed or expected to be claimed on a tax return
should be recorded in the financial statements. The University must recognize the tax benefit from an
uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits
recognized in the financial statements from such a position are measured based on the largest benefit
that has a greater than fifty percent likelihood of being realized upon ultimate settlement. As of
June 30, 2010 and 2009, the University did not have a liability for unrecognized tax benefits.

Art Collection

The University has various collections of fine arts in museums, libraries, and on loan. The University
does not assign or record a value to art works and other collections received as gifts or purchased
with contributions restricted for that purpose. Valuations for some collections are updated
periodically, and as such, the total value of all fine arts may vary with appraisals and/or auction
prices. Accordingly, the value of fine art and other collections has been excluded from the statements
of financial position. Proceeds, if any, from deaccessions or insurance recoveries are reflected as
increases in the appropriate net asset classes. The art and other collections are subject to a
requirement that proceeds from their sales be used to acquire other items for collections. Fine arts are
included in insurance coverage for University property and a separate policy is also secured for fine
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MARQUETTE UNIVERSITY
Notes to Financial Statements
June 30, 2010 and 2009
(Dollars in thousands)

2009
Temporarily Permanently
Unrestricted restricted restricted Total
Interest and dividends $ 3,116 3,791 (119) 6,788
Gain (loss) on investments, net (84,737) 3,068 (632) (82,301)
Return on investments $ (81,621) 6,859 (751) (75,513)
Return on investments are classified
on the statement of activities
as follows:
Investment income (loss) $ 1,495 70 (216) 1,349
Endowment income used
in operations 4,003 9,189 240 13,432
Endowment loss in excess
of amounts designated
for current operations, net (87,119) (2,400) (775) (90,294)
Return on investments $ (81,621) 6,859 (751) (75,513)

Return on investments is net of investment fees of $1,273.

The University participates in a securities lending arrangement with M&I Global Securities Lending
(M&I) whereby certain marketable securities owned by the University and included in the pooled
endowment are loaned to designated counterparties (borrowers) in exchange for acceptable collateral,
which is typically cash or short maturity U.S. treasury securities. The University may recall securities
loaned on short notice. The borrower must post collateral that has a market value of at least 102% of the
value of the securities loaned. The collateral is held in custody by M&I and pooled with collateral
maintained for other participants in this program. M&I indemnifies the University against loss on the
securities loaned as a result of the borrower’s default. The University receives lending fees and continues
to earn interest and dividends on the loaned securities.

As of June 30, 2010 and 2009, the University had loaned securities with a market value of $38,271 and
$46,474, respectively, that were secured by collateral with a market value of approximately $38,264 and
$44,426, respectively. The collateral received in connection with the security lending program and the
obligation to return such collateral are reported as an asset and liability for financial statement purposes.
Unrealized losses of $1,162 and $3,325 related to market value losses of the collateral were recorded as of
June 30, 2010 and 2009, respectively.

Fair Value Measurements

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or liability in an orderly
transaction between market participants on the measurement date. ASC Topic 820 establishes a fair value
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives
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MARQUETTE UNIVERSITY
Notes to Financial Statements
June 30, 2010 and 2009

(Dollars in thousands)

The following table presents additional information for all Level 3 assets measured at fair value on a

recurring basis for the fiscal year ended June 30, 2010:

Financial assets:
Beginning balance June 30, 2009 $
Net income including realized gains
Unrealized gains, net
Purchases and sales, net

Ending balance June 30, 2010 $

17

Level 3

103,804
175
12,115
25,187

141,281

(Continued)
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MARQUETTE UNIVERSITY
Notes to Financial Statements
June 30, 2010 and 2009
(Dollars in thousands)

2010 2009
Measurement date June 30 June 30
Weighted average assumptions for liability:
Discount rate 5.25% 6.75%
Salary increase 3.50 3.50
Assumed health care cost trend rates:
Current year rate 8.50% 9.00%
Ultimate rate 5.50 5.50
Year rate reaches ultimate rate 2016 2016
Components of net periodic benefit cost:
Service cost $ 3 4
Interest cost 223 223
Amortization of;
Unrecognized prior service cost 73) (73)
Unrecognized actuarial loss (55) (68)
Net periodic cost $ 98 86

The projected postretirement benefit payments for the fiscal years subsequent to June 30, 2010 are as

follows:

2011
2012
2013
2014
2015
2016 to 2020

$ 215
223

232

240

245

1,313

Temporarily Restricted Net Assets

Temporarily restricted net assets consist of the following as of June 30, 2010 and 2009:

2010 2009
Physical assets $ 123,133 95,420
General operations and education 62,008 33,439
Pledge receivable, net 53,324 56,234
Scholarships 15,464 16,316
Life income and annuity funds 14,228 14,611
Total temporarily restricted net assets $ 268,157 216,020
29 (Continued)












